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>> Mayor Leffingwell: Good
morning.
I'm mayor lee leffingwell.

The quorum is present so I'll call to order this special called meeting on wednesday, february 22,
2012 at 10:07 am.

We have actually four items on

[10:08:00]

our agenda.

We can't address item number four until after 11:30 am.
And just to advise everyone that 00 noon.

So we may have to adjourn at 12:00 noon.

Council, without objection, at the request of the mayor pro tem, we would like to take up item
number two first.

Con sill member morrison?

>> Morrison: | wonder if one would impact item two.

Reguesting them to use item two.

If we have awork plan, we want to incorporate that -- the timing of that in the work plan.
>> Mayor Leffingwell: Mayor pro tem, comment?

>> Cole: If you looked on february 22 for today, it would include making a decision about the
auditor.

So we could -- if you see february 22 on the process.



It doesn't matter if we make a decision about the auditor first.

| just wanted to make you aware that all of theitemsif we adopt a schedule, then adopting the
schedule would mean that we would follow the schedule for at least those items discussed today .

>> Tovo: | would like to know what the auditor's estimated time line might be if he does a
review of the revenue requirement.

If he comes back and says three months, we want to push off any discussion of the revenue
requirement until we get hisinput.

>> Cole: Okay.
I'll concede, mayor, on bringing up that item first.

>> Mayor Leffingwell: If there's no objection, council will go to item number -- well go to
reverse order, item number three, then two, then one, then four.

So we have one person signed up to speak on item number three.
[10:10:08]

Pena?

>> Mayor, councilmembers, united states marine corps veteran and concerned taxpayer.
Thisisround number -- | can't remember how many rounds.

| lost count of how many meetings we've had, forums.

Councilmember tovo tossing his hands up in frustration just like | am, man.
Many, many people.

| am aformer investigator for the department of treasury irs.

| worked alot with auditors, audited.

We audited alot of returns for the taxpayers.

| wanted to say we should have had an audit along time ago.

| want to say this one more time.

| was cut off last council meeting.



| spoke to a councilmember about -- | called it a cash cow.

The austin energy cash cow.

We need to fully fund social services, you remember that fiasco last year.
| call it afiasco.

That councilmember told me, oh, no, they don't have more money.

I'm at fault also.

That should have raised up ared flag for me that something was wrong.
But | cannot be everywhere.

| will tell you this much, i don't represent -- I'm not president of anything.
| am aformer bilingual educator, esl educator.

| served as afederal bilingual educator under the 1996 reform.

I'm laying the predicate.

A lot of our immigrant community members are concerned about this.

We need to find out exactly what's going on, what brought usto this level, and how, maybe,
what step we can to take to remedy thesiation.

And I'm for the best interest for the tax payers.
Keep it short, we are for the audit.

But, please, make it an

[10:12:00]

all-inclusive audit and | trust the auditor.

We met before.

And | want to make it asinformational as possible so where the tax payers can understand the
language and the verbiage.

I'm not arocket scientist.



| haveto trust y'all.

But when this type of situation occurs at the city of austin, we're the laughing stock.
I've heard people from washington.

I've been in washington with the department of treasury and justice.

There's the laughing stock.

What's going on with your city council, austin energy, your rates, you're scaring alot of the
people, specificaly alot of immigrants who don't have a voice for them.

I'm not their voice.

| want to find out what happened to get us here.

I'min favor of this.

Long-winded statement.

Should have happened along time ago.

Thank you very much.

>> Mayor Leffingwell: That's all the speakers that we have.

So, council, discussion?

Or action on this item?

Mayor pro tem?

>> Cole: | would liketo call the city auditor, ken morey.

Ken, we basically discussed a process that you could go through to where we could give the
public some assurances about the revenue requirement, not rubber stamping the revenue
requirement that we put out there on the many that have been put out there, but to help council
get alittle bit more comfortable that we have done due diligence in coming to some amount that
you may recommend or arrange the amount.

Can you explain to my colleagues how that would work?

Of.

>> Thank you, mayor pro tem.



I'm ken morey.

The city auditor.

My understanding of the objective of the review that we're looking at isto do an assessment of
the amount and adjustments to determine whether the revenue requirement being presented is

reasonable.

The audit would focus on those revenue requirements but would not do a cost of service study or
rate design which are two

[10:14:00]

different types of items.

Just looking at the overall revenue requirement at this particular point.

We think that we have taken normal audit steps that we normally would do in this audit nature,
we think we can provide a reasonable report that can be useful to the city council probably to the
end of april, depending on, you know, what we run into.

But | think we've got alot of the information already from prior reviews that we've going.

So we think we can provide something as of that point in time if the city council isin agreement
with the scope and objective that | just mentioned.

>> Cole: Thank you.
>> Mayor Leffingwell: Councilman spelman?

>> Spelman: Tell me what kind of standards you use to determine what's a reasonable
requirement?

>> They are -- from an auditor's perspective, it's a reasonable standard that we use professional
judgment based on the substantive appropriate evidence that we determine by looking into the
evidence as provided by austin energy to the extent that it's a management decision.

There's nothing to support it.

We would state that.

To the extent that it's well supported in documentation by austin energy, we would state that.

And to the extent it's reasonabl e to the perspective of the public utilities out there of similar size
and operations, it fitswell in the range, we would indicate that would probably be reasonable.



Asto whether we say the entire amount is reasonable or not reasonable, that probably would be
something we cannot do.

It's probably portions that are reasonable or range of reasonableness and we can concur they've
been properly supported and there may be while they may be appropriate would be based on
management judgment that we would not be able to attest to.

We'd have to rely on management's judgment on that or you would have to do that.

>> Spelman: It seems to me two ways to go about this, two big issues.

One way of going about thisisit sounds like what you're talking about, review what it
[10:16:00]

is, the ae staff have come up with.

And to determine whether or not that proposal is a reasonable proposal.

Another way of doing it would be to de novo, how much revenue isthat you really need?
Let'slook at the record of how much electricity is sold.

How much revenue -- what our costs are likely to be.

And estimate from scratch the need $100 million or another $15 million or some other number.
It sounds to me that after the first way of going about it, which is reviewing the ae proposal and
not the second wave, which is coming up with the de novo, here's my best guess of how much
money you need?

>> That's correct.

| don't think we're qualified to do the second version.

| think 1 would have to have an expert onboard that would have regulatory experience.

Either through me or you could go and engage someone to do that for y'all separately.

But | certainly do not believe that my people and myself are qualified to do that.

>> Spelman: Given you're not qualified to do the second one, | understand.

| admire that you're able to come out and say that you don't think you have the people to do that.

That's a good thing we know that in advance.



It might be helpful, even if all you're doing is reviewing the ae staff proposal to have somebody
at your disposal who can -- who isin a position to have done that second one, to have come up
with that revenue estimate from scratch, to help you make sense of what it is that the ae staff did.

So that you're not as dependent on the ae staff themselves for an explanation for what was done
and why.

Does that make any sense?

>> |t could be useful.

| think the way we're going to approach it the way we do any audit.

One of thethings| tell people, the key trade is an expert of becoming an expert pretty quick.
We do an audit the way we donor mall audits, see what they've

[10:18:02]

got, substantiate it.

We would look at the tests of 2009, evaluate it all, make sure it does not have any blips not
considered in the adjustments.

We look at the adjustments, review the adjustments, particularly the material ones, the ones that
matter to the revenue requirement.

Determine if they're supported or not well supported.

A third step isto find one in conjunction with ae, we want to make sure we're finding
comparable utilities out there and do ratio analysis to seeif we fall into the area.

To the extent something falls out, we would sit down with ae and other folks and ask why would
this be different?

Why would it be an amount that's out of the norm or range of the norm.
That's the way we want to approach it as we do many audits

>> Spelman: Can you foresee in approaching it in that way there may come a point you need
outside expertise?

>> Could be, could be.

>> Spelman: Do you have the authority right now to go out and get that, or do you need usto
grant you that authority?



>> Y ou would need to grant me that authority and also the cost of who | would need.

| don't think we have it at that point.

| think we've got about $70,000 in our budget for outside assistance available at this time.
Let me look over my budget person.

Yes.

| have ayes we do.

But if it was more than that, we'd have to seek additional funds.

>> Spelman: So long as the transaction was under $50,000, fitsinside your budget, you wouldn't
need usto blessit particularly.

>> |f you ask me to do that, yes.

But | would like for the city council to tell me, yes, they'd like me to seek that assistance.

>> Spelman: Having an early warning system would be a good idea.

That calls for periodic updates as to where you are and what uh you need between now and the
end of april to make sure we give you that authority if you need it in plenty of time for it not to
hold the process up.

>> The amount is $70,000, not $50,000.

>> Spelman: Okay, $70,000.

[10:20:01]

Second question.

Seems toe many the smartest thing we heard on the revenue requirements came from the member
of the electric utility commission, commissioner webber who said the only way we can make

sureisthat ae needs $100 million more plus or minus $100 million.

That seems to be properly encapsulate what it iswe really didn't know about the revenue
reguirements.

My guessisthat there's going to be maybe not a $100 million range plus or minus but a
substantial range of reasonableness behind what would be a reasonable amount for us to require
in order to run the operation.



Does that make sense?
>> Y eah, from our audit.
That could certainly make sense.

For my audit, probably, we would not be looking for additional adjustments to drive the revenue
requirement up.

We don't have the expertise to identify that.
>> Spelman: Okay.

>> Probably what we'll be doing is saying okay, this does not ameer reasonable, thisis not
supported, thisisnot in range, or isit in range, it is supported.

| would anticipate that probably a good portion of it would be.
The decision would be is once we told you what the support was and what the outliers were
would be for the city council to determine if they make sense and if it's something that should be

considered in the revenue requirement.

>> Spelman: From my point of view, | may be alone in this, what seems to be the single result,
you're in a position to provide this, maybe ae is, maybe an outside consultant is.

The best number is $50 million, you can envision a number between $30 and $70, for example?
>> |t would not be dissimilar to what we did in water treatment four.
We went all through the piece part, reasonable, not reasonable and we ended up with arange.

>> Spelman: The range that falls out of it -- the pieces ook like they're unreasonable in the
following ways and we could work our way backwards to areal number.

[10:22:00]

>>Yes.

>> Spelman: Not giving us a number of 53 plus or minus seven, something like that?
>> Probably not.

>> Spelman: Okay, thanks.

>> Mayor Leffingwell: Councilmember morrison?



>> Morrison: mory, could you remind us of the review you've already done presented recently
when you were looking at debt equity ratios and things like that?

>>Yes, | can.

We looked at funding levels from the reserve funds that | think we still owe city council
reconciliation with ae that will be presented, | thisi, in the near future.

We'll look at the accept about of the cost allocation methods.
The proposed rates in comparison with other texas utilities, debt service coverage and debt ratio.
All of that would be outside of what we're looking for at this point.

>> Morrison: If we're looking at the revenue requirement, could you remind me of the other
elements that you'll be looking at besides debt service and debt ratio?

>> Wel'll be looking at revenue requirement from the share that they provided us and looking at
the adjustments they had, which would include, you know, the revenues, expenses,
administrative and al of the expenses we did not ook at previously.

>> Morrison: Okay.

We -- you and | had a discussion about potential participation and study that you could do at this
point.

And you mentioned that if you -- the possibility of hiring somebody outside that has regul atory
expertise that would be more involved, could you describe temperature kind of level of work that
we would be able to -- the result that we would be able to get if we had somebody from outside
with the regulatory experience?

>> |f we got it to any kind of forecast into thinking that something would have been

[10:24:00]

missed, that expertise is needed.

If we get to the cost allocation by class, we may need that.

And if we're looking, with need the rate of development that we would -- the rate design.

We certainly would need someone to do that.

It would not be something that we would be comfortable in doing ourselves.



>> Morrison: So you're comfortable for the most part about the revenue requirement issues
which iswhat we're talking about here, are elements that you can handle on your own?

>> We think we can at this point.

If we can't, we'll be asking for that assistance.

>> Morrison: Okay.

>> Mayor Leffingwell: Councilmember tovo?

>> Tovo: | would like to zero in alittle bit on the time frame.

| think | heard you say you could finish this by the end of april.

| guess based on our conversation, our earlier conversation, that just seemed alittle bit shorter
than the time frame you initially named more in the lines of six months,

So | wondered if you could elaborate on how -- how you will be able to achieve this within this
time frame?

>> |'ll be happy to, councilmember.

We're looking at the six months we're thinking about doing all of the rest of it, including the cost
allocation and the rate design.

And also we've had time to go in and look at what we've got available and work with austin
energy.

We had contact with them.

And we're able to determine that we think it would be reasonable for us to provide you that
review and assessment within that time period.

Could it go over a couple of weeks?

Y eah, it's possible.

It could.

We can tell you what we have done if you need that report in that particular time.

If you could give us alittle more time, we'd be happy to take it because it makes the quality
better for us.

>> Tovo: How will it impact some of the other audits you're working on?



>> |'m sorry?

>> Tovo: How will it impact the other audits you're working on?

Will it have an impact?

>> Absolutely.

WE'll present a brand new strategic plan.

Because between this and the short term rentals and a couple

[10:26:01]

of the other ones we've done, we're having to relook at the whole plan at this point.

>> Tovo: In our meeting, you had mentioned that you might need to ask the audit and finance
committee with more assistance.

Areyou able to jockey with it at this point?
Barring the need of outside expert teals.

In terms of your staff workload, are you able to reschedul e things with so you can continue with
the work without bringing it in.

>> | would like to hold that off until the afc meeting, take alook at that.
And discuss with you guys what would be postponed.

The strategic plan is al of the things that we think should be on the overall strategic five-year
plan.

Ist's a selection of what we think are the most important things to look at.

And | think fwheed the feedback from the city council or at least the afc to let us know, you
know, what can't -- we can't put it off.

What can we do to get it done anyway?
We have brought in students and temporary peopleto assist usin --
>> Tovo: Sorry, there's a school group behind you.

[ Laughter ]



>> okay.

Now |I'm nervous.

>> Tovo: Comeonin.

>> We got quite afew people to assist us doing some of the audits in the short-term rentals.

So that's easing some of the pressure.

>> Tovo: Okay, good.

| assume you recapped some of the previous audit.

| know that some of the work you did had a direct -- has a direct impact on the revenue
requirement, the debt service coverage and some of the conclusions that you reached in that audit
looked at the debt service coverage of austin energy compared to other utilities or reserve funds
and their level compared to other utilities.

Will you be folding that in to your final report?

Because | think it isreally essential if we look at the revenue requirement, we can consider how
those individual elements, several of which you've already studied, impacted that overall revenue
reguirement.

[10:28:00]

Do you see that within the scope of the report that you'll be presenting to usin april?

>> | do now.

Y es, we can do that.

>> Tovo: Okay.

>> \We're working with austin energy, looking at the way they looked at reserve requirements, ,
debt service, and the revenue requirements.

So welll be looking at them and relooking at it as per the request of the mayor and we can fold
that in there aswell.

>> Tovo: So, | want to clarify, in looking at the test to your , wl y making some assessments
about whether or not the 2009 test year data is the most appropriate year to survey or to use in
this rate proposal ?

Will you be making assessments about the validity of that year?



>> Tovo: --

>> welll be looking at the numbers to see there are no outliers in the 2009 data to begin with not
recognized in the adjustments.

If there are, we'll bring that out.

WEe'll do athree-year average, '10, '09, '08, the nearest three years, or compare it to the test to see
what pops out.

Some cases it might pop out, it might be absolutely reasonable.

If that occurred, in that case, we can bring it to the attention of the city council if there needs to
be an adjustment.

Well let you know if there's an issue.

>> Tovo: What you described does include getting to the -- getting to the heart of one of the
issues that's been raised about how offsystem sales are treated within this rate proposal ?

The off systems sales for 2009 and whether normalization and all of those -- are those also issues
that you discussed with austin energy and that will be included within the scope of your review?

>> | don't think we specifically discussed that with austin energy.

But that will be one of the items to consider.

>> Tovo: Another question i have for you.

We heard alot of discussion or

[10:30:04]

severa people made the comment that austin energy islosing $2 million a week.

That's really not an accurate statement.

It's based on a revenue requirement of $126 million.

But it doesn't mean that our expenses are exceeding revenue by $2 million aweek.

Thisis something I'm going to ask austin energy to address when they come up in alittle bit.

That'sakind of -- we see that as part of the study of the rev requirement but you will be able to
make some assessments about the validity of that statement?



>> We had not considered doing that.

That will require extra actual work.

We had not consider that.

It would add some substantive time for getting it done for us.

>> Tovo: So when you come back to us, do you think you'll be able to -- and you'll be able to
assess the -- you'll have assessed the revenue requirement?

>>Yes,
>> Tovo: And some of the call -- calculations.

But you can be able to give us an assessment of how the income statements line up in that
revenue requirement.

>> Which ones?

>> Tovo: 2009.

>> Wewill look at that for sure, the 2009.

But if you're asking today, they're losing $2 million.

Without doing an audit of the actuals today, which would be a major project, | would not be able
to state that as an auditor.

>> Tovo: Right.

That claim is based on the revenue requirement which is based on the 2009 data.
>> Right.

>> Tovo: So | think we will be ableto --

>> the problem for me would be the actuals today.

I'd have to audit that.

>> Tovo: Hopefully your audit will shed light on that claim.

Thank you.

>> Mayor Leffingwell: Council, I think we're authorized action on this.



I'm going to entertain a motion to direct the city auditor to conduct areview of austin energy's
revenue requirement and

[10:32:01]

report back by the end of april.

It looks like we have on the proposed schedule which we haven't considered yet until may 16.
That would fit in that.

>> Cole: | move approval, mayor.

>> Mayor Leffingwell: Mayor pro tem so moves.

>> Spelman: | would like to additional direction.

If the authority is necessary to hire an outside consultant to address the issues that you've
discussed, please let us know in the audit and finance committee as soon as possible so we can
bring it to the attention of the rest of the council.

>> Cole: We have an audit and finance committee meeting tomorrow.

So | agree with councilmember spelman that we would be like to be able to -- | think we're
posted to look at your projects.

But | think we clearly need to give that authority now as part of the motion.

And | actualy think you already have it up to the full $70,000 for outside review.

Y ou would just not do that without talking to us.

And I'm saying now is part of the motion that if it is needed, | would feel comfortable with that.

>> |'m not sure whether it's required, but | certainly would like it so with -- $70,000 isalot of
money.

And | like the council to be in agreement with it.
>> Cole: I'm including that in the motion.
>> Mayor Leffingwell: Motion by mayor pro teem, second by mr.

Spelman.



>> Morrison: Are you saying pursuant to councilmember number three, you're over
administrative limit, he has up to $70,000 of authority to spend?

I'm trying to make sure that it's clear that that's what you're saying pursuant to that.
>> Cole: Not to answer a question with a question.

But does the city auditor, i thought his city authority limits are different than the city manager
because he answers to us.

>> Morrison: | think the limits are in the charter.

They don't talk about the -- the

[10:34:02]

charter requirements are on -- or just general about expenditures.
>> Cole: So this posting is.

>> Morrison: No, the posting may be broad enough.

| want to make sure you're directing the auditor in conducting the review that he has that
authority to spend that amount of money?

>> Cole: Yes, | am.

>> Mayor Leffingwell: With that clarification, councilmember spelman.
>> Spelman: | was going to further clarify that thought.

Although I'm happy with that motion, I'm happy to second that motion.

| thought | heard him saying if you wanted to spend any money at al, he would let us know in
advance.

Do | hear you correctly, ken?

>> | will let you know in advance, the audit finance committee so you could inform the rest of
the councilmembers that we'd like to do that.

>> Cole: | made it part of the whole motion so the whole council would know other than --

>> right.



>> Mayor Leffingwell: Whatever money you spend has to be in accordance with the city charter
and the direction you receive today.

So that can be resolved if not tomorrow, at the next council meeting if you need additional
authority.

All infavor, say aye.

>> Aye.

>> Mayor Leffingwell: Opposed, no?

Pass on a vote of 7-0.

So now we'll go to as previously discussed item two.

If there's no objection.

Which is discussion and approval of work session schedules to consider austin energy rates.

And I'm assuming that this means that future meetings on this schedule will be scheduled as
work sessions.

We do have three speakers signed up.
Now -- now four.

So we'll hear from those speakers.
Michael zitzevonitch?

Not here?

He's here?

Okay.

And correct me on that pronunciation if | got it wrong.
[10:36:02]

>> [t's zivanica.

>> Mayor Leffingwell: Okay.

Y ou have three minutes.



>> |t's nice to be able to speak after two or three sessions signing up and not being able to speak.

Y ou need to find afair and consistent way of allowing speakers, in the evening,er can't stay until
midnight or two in the morning.

Twice | got home and my name was called.
My disibility isn't highly visible.

Also, consider the rates, are you going to pay what the teachers do for free or volunteers do for
free at acity ready to take over that?

>> Mayor Leffingwell: Thank you.
Sarah freed?

Sign up and you have three minutes.
>> Thank you.

I'm cyrus freehed.

| work with the sierra club.

We have many members in austin.
We'reinterested in this rate case.

| wanted to generally support all of you in the need to take an additional period of time to
consider these key issues.

There's three major issues you have on the table which you obviously have to assign this rate
case.

The revenue requirement, the cost of service, and the rate design.

But there are secondary issues as well, what are we going to do the with the cap program?
What are we going to do with solar?

The energy efficiency programs, and also the issue of inside the city versus outside of the city.

| saw mayor pro tem, your editorial this morning in terms of having additional three or four
months to take up these issues.

| think that's a good approach.



But my suggestion is going to be you may need more time than
[10:38:00]
that.

We heard just now that in the end of april you're going to have an audit on the revenue
reguirement.

Even if you made adecision in may, it would probably take a significant period of timeto get the
computer and billing system right.

So I've seen additional information from some of the other councilmembers.
More of a six-month time period.

As opposed to a three-month time period.

I'm not going to tell you guys what to do, but that's more reasonable.

>> Cole: That's what you do all the time?

Why would you change that?

>> 'l say it.

| think you're going need something like six months.

There's acouple of reasons for that.

Some of the additional issues.

The issue of whether or not you can use 2011 as your test year or you need to continue to rely on
20009.

Y ou want to know something about what happened in 2011 because in december of 2010, that's
when we went nodal.

So the offsystem sales, the way we do that, changes.
Who determines that.
How much money you make from the off-system sales.

How the dispatch does change.



Y ou need to consider that fact as you go forward and not -- if you have to base it on 2009, at
least have additional information about how going nodal changes things.

Y ou also, mayor, are going to have an update to the generation plan in september.
It's also going to look at the future of the coal plant.

That may bring up additional either revenue requirements or savings that you may want to
consider.

So the long and short of itisthat | think six monthsis probably a more reasonable time period
than three months.

And you have an additnal issue which isif it's going toe you six months to reach a decisi, do you
need to give atemporary rate increase over the summer to austin energy if,

[10:40:00]

indeed, not having atemporary rate increase would lead to problems in terms of the
requirements.

So | would be supportive if you feel there's that need, | would be supportive of that as well.
>> Mayor Leffingwell: Thank you.

>> Thank you.

>> Mayor Leffingwell: Next speaker istom smith.

>> Good morning, mayor.

Members of the council.

I'm known as tom smith, smitty.

I, too, support afairly thorough and rigorous analysis of the various components of this case.
Thisis an extraordinary complex field.

Thisisa$1 billion deal with lots of moving parts.

And we're apparently two propose sales -- proposals on the table.

Oneto doitin may and oneto do it over a six-month period of time.



Because of the complexity of the various components and the amount of dligsin fact finding, we,
too, join with cyrus and many others in suggesting we need to do this in a more lengthy and
thoughtful way and if necessary do an increase in surcharge.

Among the thing that's of particular importance is the question of how it iswe attain our goals as
autility to be as efficient as we possibly can and to be as green as we possibly can.

One of theissues that's missing as | understand it, from council -- or mayor pro tem coles
anaysisis exactly the issue of how we do efficiency and renewables and keep our revenue high.

There's an oversight in there.
There's not a block in that section for that particular analysis.

There are avariety of rate-making mechanisms that can be used and are used in other parts of the
country to accomplish these goals.

And | think bringing in experts would be a good modification to whatever goes forward on this.
As cyrus mentioned, I'll honein

[10:42:01]

alittle bit further.

We'rein a situation where the electric utility world changed substantially in december of 2010
when we went to nodal.

That has led to arevenue -- to a situation in 2011 where we actually made $27 million more than
we expected.

Largely due to significant off-system sales.
Could be fluke, could be really hot year.
Also, 2009 was areally hot year, asyou'll recall.

The question of are we going to continue to make money in an increasingly warmer climateisa
good one.

We think we ought to have a 2011 test year for the analysis because the rules of the game have
changed.

To beredly clear, austin energy and its executive staff were deeply involved in development of
nodal.



Because of their involvement, withe are well positioned to profit from off-system sales because
the system really does reflect the values that we have in terms of efficient and cleaner plantsin
many different ways.

Another big thing we think isimportant is looking at the way state law has changed recently to
allow for abasically arate adjustment package that is different from what we've traditionally
done.

And the investor-owned utilities on their transition distribution systems now have basically afile
and use, which isreally ssimplistic.

But basically there's a new mechanism for them to true up their expenses and it works -- t -- he
said | could have histime, if that's all right with you, mayor?

>> Mayor Leffingwell: | don't see you signed up.

Okay.

But go ahead and get signed up and you can have three additional minutes?
>> Can | keep talking while he's signing up?

>> Mayor Leffingwell: Yes.

>> Thank you, mayor.

Appreciateit.

Another big issue, this thorny one, isthat the question of how we deal with the out of town rate
payers.

| think thisis an issue that's
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going to require some thorough and thoughtful deliberation.

There are significant costs to serve out of town consumers.

Because they are typically the newest consumers, we have to extend lines and because of many
of them are in heavily forested areas, although certainly not all of them, you have the question of
whether or not it's more expensive to do maintenance and to do repairs when lines go down out

there.

They also tend to live in larger houses.



So the appropriateness of creating a separate rate class for out of town consumersis an important
one.

As | mentioned to you the last time | spoke, we believe they get specific value to their
contributions to austin energy, whether it be the hospitals, the roads, the economic development
we do here as part of our community.

The arts and cultural facilities that we as a city support, all of which make austin an attractive
place to be and more fundamentally, we as austin energy have through various court decisions
sort of the fundamental right to earn arate of return much akin to a profit for an investor-owned
utility.

We ought to do athorough look at how other municipalities handle this within the state and other
municipal utilities and what the profits are for our friends in the investor-owned utility world.

Wheat their rate of returnis.

If they make 13%, 14% on every dollar that goes through their system, we, too, ought to have
that opportunity.

All of thiswould suggest a more thoughtful, extended period of time in bite-sized chunksis an
appropriate mechanism to go forth and we would urge you to consider the possibility of a short-
term rate increase to enable austin to meet whatever the financial obligations are over the next
year or so while they're doing it.

Lastly, one of the other things you have as aruleis you have specia rep responsibility asa
regulatory to do athorough
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analysis, not to be arbitrary and capricious in your decisions.

So in doing policy decisions and then setting up afully developed rate-case process akin to what
you would see at the puc, where the hearing officer who takes testimony, analyzes the revenue
requirement once your auditor comes back.

Make sure that's appropriate, looks at cost of service, and all of these other issues and then comes
back to you with arecommendation is a very good system for developing fair, just, and equitable
rates and there is lots of case law to guide you in the setting up of that process, to determine what
are the appropriate rate-setting processis.

It's the kind of thing that would happen at the puc if you're appealed in any case.

So assuming you do a surcharge orp temporary rate, the system you set up could mirror and
basically be the regulatory process that you expect the puc or any other regulatory body to do.



Well talk more about that in a few minutes.

Thank you for your time.

>> Spelman: Mayor?

>> Mayor Leffingwell: Councilmember spelman?

>> Spelman: Mr. smith?

Just to flow up.

Y ou had six minutes, you had to rush through it.

| want you to expand slightly on the last point about having a hearing's examiner.
Who's done that?

How does the process work.

If lindais going to talk about it, don't feel the need to duplicate it.
But | want to be sure.

>>You have doneit in the past.

Lanettacan do it.

You hired rafael quintanillain the 1993-1994 period of time to basically hold a hearing like the
ones at the puc and make recommendations.

The statute is fairly vague as to what process you have.

But basically if you look at what happens at the public utilities commission, they have a process
that starts out with the utility filing their rate

[10:48:01]

case and then the various parties -- opponents or supporters -- then have a process where they
filed various interrogatories or requests for information that then lead to data.

Then there's an opportunity for them to hire expert witnesses, analyze the rate case, present that
testimony.



Have a hearing, have cross-examination, and then the hearing officer takes all of this stuff and
looks at the issues that are in contest and then makes recommendations on the appropriate rate
increase.

Now, they also do this based on policies that are established by the council.

And thisis what's important.

And in terms of getting the horse before the cart.

By making decisions on the policies that you as a council want to have embedded in the going-
forward plan for this.

And the -- the making sure that the rates reflect that.

Y ou make the policy decisions, ask austin energy to modify their rate-filing package
appropriately.

And then that's the set of metrics that the hearing office will use to determine whether the rate
case is accomplishing that and whether or not the size of the rate increase is adequate to
accomplish those goals.

And whether the structure of the rate package is going to accomplish those goals.

And then they come back to you.

Y ou then have the formal hearing to adopt or modify that decision.

Then it goes -- then by statute, | think you then have been 15 days.

After you make a decision to notify all of the various parties about how it's going to affect their
rates.

And then there's an appellate process that begins after the 15-day period of time which saysthe
out of towners have 45 days to perfect an appeal .

Then it goesto the puc.

>> Mayor Leffingwell: Okay.

Holding aside what happens when we file at the puc, there's an appellate process.
The out of towners get a chance to file our petitions and so on.

Holding that all aside, up to the point where we drop the rate



[10:50:01]
case on the puc, there'stwo big piecesto it, it's now three big piecesto it.
One of them is that we either adopt policies or amend the current policies as a council.

Secondly, we have an administrative law judge to hold the trial, more or less, and report out his
or her findings with respect to the rate case.

Now, does the administrative -- | call him the administrative law judge, not a hearings examiner,
but basically the same thing in this context, would the examiners say here are the rates that |
recommend?

Or | recommend that these rates are okay in the following respects and not okay in the others?
>> They would make a recommendation based on the evidence before them.

| would suggest, because thisis complex, you would do an rfp or a-- for a contract employee.
I'm not sure what the right terms are -- the purchasing, that basically would specify you want to
hire someone through has these kinds of experiences at the puc or with the state office of
administrative hearings because utility law is pretty unique and extraordinarily complex and it
has alot of case law and there are alot of retired hearings officers who have those expertise that
live here in austin that would be able to provide that service to you.

>> Spelman: Right, we wouldn't issue an rfp.

That requires to take the low bid.

It sounds like a bad idea in these circumstances.

But it would be away of doing that.

We would hire someone who really knows what they're doing if we chose to go down this route.

We hold thetrial.

The hearings examiner would report out afinding that would be a substantive solution to the
problem.

Here's the rate structure, the cost of service.
There's the alocation you should be choosing.

The revenue requirements, the whole nine yards.



And then we would tinker with 189, adopt it, project it, send it back, do whatever it iswe felt we
needed to do.

>> That's correct.

>> Spelman: A lot of timeinvolved in these three pieces.
When we did it in 1994 or '92,

[10:52:02]

when ever it was, how long did it take?

>> | don't recall anymore.

I'm at the age where | don't recall certain things.

| would -- yes, it does take awhile.

And typically what they have at the puc is atime limit of about 180 days.
>> Spelman: Okay.

>> And from -- once it getsto them.

And so whether it goes directly from here to an appeal, there would be -- let's assume you don't
do the hearings officer thing, there would be a 15-day period of time to collect signatures.

15-Day notification.

Oncethat 15-day expires, asi read the statute, they have 45 days to collect signatures and then it
would go to the puc.

There would be some process of verification to determine if signatures are valid.
Then they fileit for a hearing.

Then once it's docketed, there's a 180-day period of time that may be extended.
But that's atypical -- that's a sort of by rule, procedural rule period of time.

And | think the average is closer to 270 days a the puc.

But that's afair idea of how long a case would take because they are complex.

But they're done all the time.



And so the parties to these kinds of cases and attorneys who are smart at this stuff know basically
what the rhythm is and can get prepared up to date, hire their experts, get their stuff in, and the
judge can make a decision in that period of time.

>> Spelman: The reason for talking about the puc's processisit takes them six months, nine
months, to go through a similar procedure and it might take us about the same amount of time if
we wereto do it ourselves?

>> | think it'safair expectation because of the complexity of this.

Thisisa$l billion deal multiplied by however many years.

And it behooves you to do areally thorough analysis.

And whatever -- whatever appeals go forward, the quality of the
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work you do as a council will be a-- essentially a measure of whether what you have doneis
rational or whether it was arbitrary and capricious.

>> Spelman: And in your experience, there are good logical reasons to believe that the puc
would give a deferential difference to arate assigned accomplished through this kind of process.

Do we give empirical process that they do give a defense if we go through a hearing process?
>> | don't know that.

But typically the -- if there has been a process that mirrors what they would do anyway, the
number of issues that then is considered on appeal is significantly reduced.

>> Spelman: Right.
>> And especially, thisisapoint | want to make isthat if you all have established policy goals
and reasonable policy goals that guide the rate-making, that is far less questioned if there has

been a reasoned, thorough, and thoughtful process in determining the policy goals and the rates
that reflect the policy goals.

>> Spelman: Right.
>> So you're taking it to an appropriate step whfr path you go down, whether it's the mayor pro
tems or the morrison and tovo-martinez proposal to take alook at the fairly thoughtful processin

analyzing thingsin bite-sized chunks and making policy decisions.

>> Spelman: Right.



Right.

>> The second question is, what do you do with that?

How do you take advantage of the data from the auditor and the other experts who would present
testimony in this case about the -- about the validity of the rate package, the need for the rate

package, the test year, the cost of service, and all of the other issues you've had outlined for you.

>> Spelman: Let me add one more -- I'm sure you were thinking of it but didn't mention, one
more argument in favor of doing something as

[10:56:00]
intrusive and time-consuming as this.

We are contemplating alarge CHANGE IN PRACTICE AsFAR AS OUR Rate design is
concerned.

If you're talking about a small change, small changes, you can probably d seat-of-the-pants
approach without much question.

But thisrequires alot more thought.

>> There are two fundamental changes.

Going from zonal to nodal dispatch system means your revenue stream isit going to change.
Having a 2011 test year iscritical in my opinion mind and in the mind of many of my colleagues.
And the second is one of the issues that has been talked about in the paper that from -- that atime
that roger was announcing his resignation, we're really seeing a fundamental change in the way
utilities operate.

And you all arein many ways the cutting edge in saying that we want to be among the most if
not the most efficient utility in the united states of america and we believe that it's important to
increase significantly the amount of renewable energy we have on our system, both because of
its relative cleanliness, but aso because of the economic benefits to the community.

And all of those changes mean that we have to design arate structure that's appropriate for the
next decade as opposed to operating on arate structure that does so by looking at the rear-view
mirror.

What's worked in the pals.

-- The past.



| think there's alot of controversy about how to get to the rate structure.

| would suggest there's a thoughtful debate before you all and you bring in expertsto talk about
the best rate structure.

That will require first-of-a-kind rate recommendations by whatever hearing officer you have.
Having that fully debated and lots of expertise will be useful to her or him.

>> Spelman: Are there any other municipally owned utilities or co-ops.

There's no reason for an iou to
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go through a hearing process?

Any other public utiies that have gone through something like this in texas recently?
>> | don't know, historically -- | don't know anymore.

>> Spelman: Thank you very much.

>> Mayor Leffingwell: Councilmember morrison.

>> Morrison: Sorry, mr. smith.

| hate to belabor it.

| want to make sure | get real clear on the concept of hearings examiner because it sounds very
prudent.

If we work through the issuesin awork plan that you've seen -- I've shown you the one that we
developed.

There are other ones.

Would the hearings examiner be part of that process?

Or | assume that -- that's the new policy in the hearings examiner process comes in after that?
>> The hearings officer would come after that.

Thefirst stageisthe policy discussion.

And the hiring of a hearings officer would be an independent.



It would not be appropriate for that person to be part of any of the discussion about the policy.
>> Morrison: And then given the policies that the council may come up with, does austin energy
then go up -- often come up with a recommendation based on those policies then the hearings
examiner works through the process from there?

>> That's right.

>> Morrison: They're not part of the recommendation.

>> That'sright.

>> Morrison: Thanks very much.

>> | want to stress here.

It's important during this process to ook at maintaining the financial health of austin energy and
our bond commitments.

>> And you have asked avery good question, mayor, and i certainly ask you get better legal
counsel than | sincei am not apattorney but my belief isif you are setting out a very thoughtful
process that mirrors that of what would happen at the public utilities commission, that it would
be a very appropriate motion to say, we would like to stay the appeal at the public utilities
commission until such time as we have completed our process, both in setting policy and in
setting rates, and that they would clearly establish jurisdiction and it would pend that rate appeal
until such time by the final decision of the council.

It isamatter of millions dollarsin any case.

| don't want to underplay that.

But if you are opponent to this rate case and you are now realizing that what is happening is you
have afully thought through process that is going to come up with an answer that is different
than the interim, why would you spend millions of dollars on short-term appeal only to have redo

it again when the final rate caseis finished.

And | suspect the courts, when looking at this, assuming they will go ahead and appeal it and
have a hearing, why would you not then grant a stay until such time as this process is completed?

Again, you need to do thisin executive session.

Y ou need to have your attorneys thoughtfully look at this but that would be my recommendation
to you.

got you.



Okay.

Council member martinez.

>> Martinez: Thank you.

| wanted to continue in this conversation briefly and ask a couple of other questions.

It is my understanding that in any rate case, the only folks that can appeal to the are those 50,000
or so that are outside of the city of austin city limits.

>> That's correct.
>> Martinez: So any decision makes also wise would only affect those 50,000 customers?
>> | am not sure that is a settled question of law and it isarisk that you run.

Thereis sections of that statute -- again, let me counsel you, | am not alawyer but | have been
around this process along time.

It basically saysthisisade novo appeal and to the extent policies that you have established here,
cost of service models, et cetera, affect the out of towners, it is my concern that they may well be
able to go beyond the impact on those 50,000 out of towners and look at the core decisions made
by the utility or by the council and say, well, that is not the right service model, we want you to
use this one.

| think there is good reason to believe they will get into the meat of whatever it is that you do.
Then the question fundamentally is, what is your appellate's possibilities and | don't want to --
>> Martinez: So likewise, as you have mention and | tend to agree if we implement an interim
rate proposa and then contemplate for six is months or so what we are going to do long term, we
face a potential appeal ?

>>Yes

>> Martinez: Likewise do you agree with austin energy's current proposal with an increase today
of 8% plus and then in two years come back for an additional 3% plus, would also trigger two ?

>> | have been assured by people who live outside of the city that they will appeal.
>> Martinez: Thanks, mayor.
but i think your question was the current proposal, which is a phased approach would trigger two

potential appeals and that is not the case, it is my understanding, that as long as the second phase
isincluded in thefirst proposal, that would only be one rate case, even potentially?



>> | don't know.
>> Council member tovo.
>> Tovo: | would like to request that we get legal to weigh in on that.

That was not my understanding based on my discussion with the outside legal representative but
i think it is adiscussion we have to probably take up in executive session, unless -- it is your call.

| would be interested in -- is that something that can be discussed through an open ..

>> Probably is a subject better addressed in executive session.

>> Mayor leffingwell: okay.

The next speaker is karen hadden.

>> Good morning, mayor and council.

| want to -- | am here on behalf of sustainable energy and economic development coalition and
also serve as solar austin board member and | want to first of all thank you, because | really
appreciate your thoughtful approach to this and your desire to work hard to get it set upright
from the get go and | think that's incredibly important.

| support your efforts to take alittle longer, to take the six months, if possible, to do additional
study and to look closely.

| think it isalot more important that this be done right than quickly.

If there does need to be an interim adjustment, we can live with that but certainly we need to take
our time.

| concur with the statements made by cyrus reed and tom smith and | won't repeat those but |
would like to add briefly that during the process | hope you will also look closely at our picture
of generation throughout the process, because thisis atime of transition, and it is the right time
to be looking at that.

What is going to be our affordable means of generation and electric production in the future?
And in particular, | think we should look at existing generation and weigh in how effectiveisit,
what are the increasing costs for coal and nuclear, what are the chances that they are going to be
up and running?

We are having problems with south texas project two.

'S not going to be fixed until late april, early may.



| think you need time to weigh that into the big picture and, again, | thank you for your efforts on
this front.

thank you.

So those are all of the speakers that we have.

L aneta cooper, thank you.

| almost forgot you, i apologize.

>> | am a here on behalf of texas|egal center and great panthers of texas.

We support any work plan or resolution that will provide for some interim relief, because we do
have a concern.

We want a healthy utility but at the same time we want a methodical approach and we want y'all
to seriously consider a hearing examiner to aid you in determining whether you need arate
increase.

A hearing examiner would create deliberate and independent decision making process with
players knowledgeable about rate making who would be provided adequate opportunity to vet
the relevant issues to be determined.

A precedent has been set by you all involving an independent hearing examiner.

The approach would provide impartiality to a decision make making process that would address
concerns of arbitrariness that may be argued before the public, p.u.c., or even legislature.

The hearing examiner process would better ensure issues issues stontially affecting consumers
will not fall through the cracks, including the fuel costs for customers who are on special
contracts.

Hearing examiner process would also provide the ability to speak additional rate relief if shown
to be necessary pending afina decision or even for other parties to challenge any temporary rate
relief.

In other words, it sets up areally good process that would help you really make areally good
decision and | i could certainly more technical questionsif you want or try to answer them.

| don't have anything elseto say.
any questions?

Council member spelman.



>> | aneta.

| am going to ask a couple of questions | asked a minute ago.

Do you have any experience with hearing use examiners to come up with electrical ?

>>Yes, | do.

>> Spelman: Tell me about it?

>> | would like to kind of shift to when we had the hearing examiner because the concepts you
need in a hearing examiner are due process, giving people a reasonable opportunity for

discovery.

So | wouldn't recommend you use the more formal discovery process because that would first of
all cost lots of money for everybody and second of all take more time.

| would recommend things you did in the rate case and have a series of technical conferences
where the parties could come to the austin energy and have their questions asked morein
roundtable so there are alot of ways to shorten the process time line but still give people due
process afair opportunity to be heard.

If you want to ask --

>> go ahead.

Sorry.

>> Spelman: So you are suggesting that thisis not -- what somebody was suggesting and
probably the purest form of thisis more or less atrial with all of the baggage involved with that.

Y ou are suggesting something that is alot less formal than that and underlying the two
suggestions must be true that we have awide variety of ways we can set this up?

>> Yes, there is the whole variety but key points to me would be giving awe of the various
people -- giving al of the various people, various interests a reasonabl e opportunity to be heard
on al of the issues because that's going to be really important.

A lot of issueswill fall through the cracks unless al of the various parties comein and
aggressively represent it.

Like one example, your auditor came here earlier this morning and said he will look and see if
the correct known and measurable changes were known.

WEell, other parties would come in and go, there are additional known and measurable changes
that should have been made to reduce the revenue requirement.



And so those are very important issues.

That's how alot of the rate -- revenue requirement gets vetted, at the hearing, so those are very
important essential things, to give them an opportunity to learn more about austin energy which |
think can be done much more informally than what they usually use at the p.u.c.

Too, you probably will want some kind of hearing process where you do have the right to cross-
examine and put on evidence.

| would think that you would probably want to mirror what unlike trials with perry mason, you
prefile your direct case, so you actually start with your hearing examiner on cross-examination.

>> Spelman: Right.

>> And that also quickensit up and it also decreases the cost for discovery, soit isactually really
agood thing and | would also hope, which even the administrative hearings examiners do, take
into consideration parties with few resources because it's terribly unfair in a public hearing
process to punish people and exclude them from the process because they do not have the
resourcesto do it in avery saw formalistic way.

>> Spelman: Sure.

>> S0 those would be some of the key things.

>> Spelman: Direct and cross-examination evidence are presented on formal record, thereisa
rod of the whole proceeding.

>>Yes
>> Spelman: And everybody has an opportunity to present its case and present the facts.
>>Yes

And you could also specifically request the examiner to issue whatever recommendation you
want in the format that y'all consider the easiest to understand.

WEell, that's an important thing.
>> Spelman: | agree.

>> To understand and so i would make sure that it'sin plain english and if you really want to set
the issues in the way that makes sense to you, you may want small interaction with the examiner
and say give us your recommended outline for the decision, and that -- think of it as appellant
court because whatever a hearing examiner does, a party can appeal to y'all to change the
decision.



That mirrors what happens at the p.u.c.
The.

>> Spelman: | would look terriblein awig.
It would never work.

| have authority for this -- have you seen cases where municipally owned utility or a co-op used a
hearing examiner in preparing arate ?

>> | honestly can't tell you.

| really don't have -- even when | did alot of work at , | never was involved in municipally
owned utilities except one, city of austin rate case, many, many years ago but that's the only one.

>> Spelman: Okay.
isone example of self other parallel processes el sewhere in the state government.
Have you seen thisin the insurance business or water business, anyplace else?

>> Well, | have worked in three different agencies and all three different agencies sped up
procedures but it is always at the state agency level.

>> Spelman: Okay.
>> My guessisit'sreally up to your -- your commonsense about what you think would be the

fairest thing for you all to make sure you get all of the issues and big issues don't all of a sudden
fall through the crack because you had hundreds of others given to you in 3-minute sound bites.

Or do it in amore deliberate process and you get to frame how you want the issues to be decided.

That's what smiddty talked to you in coming up with public policy and you can has directed
investor owned utility cases, in the next rate case use X or use x.

So you are not interfering in the management and still acting as a decision maker when you make
that kind of decision.

>> So really what we are talking about is with the possible exception quinntinillawe are talking
about unchartered territories, co-ops and others haven't done this but it makes more sense to
come up with aresult of the and for them to come up with a substantial result obtained in this
way because we haven't done this before, at least not lately?

>> Not lately.



| would say the one with the hearing examiner, | don't think that would be was appealed so it
may be an indication because your credibility is not just to the p.u.c.

It is with the people who you are setting these rates for.

And if they really think they've -- they got atheir shake and couldn't get -- thisis all decision
making, | think you should think what is best for you and what is best for the ratepayers and |
believe thisisarealy good vehicle to make sure that you really get to see al of the issues.

That is one of the biggest concerns | have seen throughout this processis you can't realy see
them because they come in these three minute sound bites and there is so many of them.

Unless they are organized in avery deliberate manner, you will miss them and they could be
very big ones.

Like the fuel factor formulaisavery classic example.

| didn't really catch it until we were 3/4 of the way through here and if nobody had raised that to
y'all, you never would have looked at it and to me it is a serious issue because it is changing the
way we are charging fuel to everybody except the people on the specia contract and does that
mean that those not on special contracts will end up further subsidizing these people on a special
contract?

And thereis nothing in the rate filing package to let us know.

| think there is and indication there is a possibility that it would and there is no safeguards built
in.

That is one example.

Another example like | said is the known and measurable change and the only thing i would add
is| think it is really important to get a rate consultant representing residential consumers, to have

it more -- to have athoroughly vetted thing.

Y ou need to have all of various competing interest groups to come before the hearing examiner
to make their best case.

>> Spelman: Thanks, i appreciateit.
how many morrison.

>> Morrison: Thanks, laneta, to pick up on your last comment for somebody to represent the
residential consumers.

Can you talk about whether that is a common approach in rate changes?



>> Well, it'sa-- actually in 1983, | think, the legislature found that it was important and
significant to create an independent office to represent residential and small business consumers
in utility issues.

And that has been replicated at the -- in the insurance industry.
Thereis an office of public incounsel and there is also independent counsel -- not as independent
but a sense of independent counsel at the water commission to look at environmental and water

rates.

So there has been a big public policy determination that the people individually do not have
adequate resources.

They are an important public interest whose views need to be interests need to be heard and set
on the same footing.

So to that end, consumer advocate isimportant because it is such avery complicated area.
We all realize that now.

And so we really need someone who is knowledgeable and trained in utility rate making who can
come before y'all and represent the interests of residential and low income folks.

>> Morrison; How would that differ from our residential advisor?

>> The residential advisor looked at some of the issuesin the cost of service but the residential
advisor did not look at all of them and as regulatory attorney, the things that didn't get reviewed
were costs classified and allocated based on customer or general administrative costs and those
things have tremendous impact on residential consumers.

One exampleis the economic development fund, which first was classified as a customer cost,
but austin energy changed its mind it had the effect of significantly decreasing some of the -- 9
million-dollar costs, reduction from residential customers.

So that's just one example of some of the other things.

We really need someone who has particular training and expertise in rate making and rate
designs, who has a broad base of experience.

Most consumer advocates, because they do have to go across the country, there is not that many
people to hire residential advocates.

Have a broad case of experience and they can bring to you all avery wealth of experience and
knowledge on rate design and cost of allocation based on their -- usually they have a much richer
experience base than even traditional utility consultants.



>> Morrison: And it soundsto melikeif we were to have such a person be involved, that it
would be appropriate for them to be involved during our policy development, as opposed to just
during the -- once the recommendation comes oui.

Would you say that is correct or would you --

>> you would definitely want al parties which would include residential advocates to participate
and make recommendations on what policies you should adopt for purposes of the rate case.

>> Morrison: Okay.
Thank you.
mayor pro tem.

>> Mayor, | passed out a schedule for a process for us to consider possible action on various
items.

| am sorry, | didn't have a question for her.

Thank you.

>> Okay.

Thank you.

[Laughter]

>> aready, mayor.

yes, | am ready.

>> Cole: | think the most important thing for us to remember at this point is we are discussing
how we are going to discuss thisissue so | think that the proposal that | have passed out is
somewhat aggressive it is reasonable and prudent and the aggressive part is simply there because
we know that no matter what numbers we come up with, the austin energy isin some level of
financial distress.

| think we all agree to that right now, and so time is of the essence and so we have to be prudent
and diligent about getting this done, so | am going to go ahead and move approval for the
schedule that has a meeting today, february 26, march 6, march 20, april 10, april 25, may 16,
and may 24, just so that we are clear, and the may 24 date would be the date for the final council

action on the rate increase.

>> Mayor leffingwell: Motion by the mayor pro tem to adopt the rate schedule in what | have
marked as exhibit a



A lame attempt at humor there.

| think everyone hasthis.

And is there a second?

And | will second, for purposes of discussion, i want to say, that | realize there is another
proposal on the table and there has been discussion about alonger period of time to work this
out.

My rationale is that we can always extend this thing.

It will be much more difficult to shorten it up if we adopt at the get go alonger process, so |
think it makes sense to me, at least, to go ahead and have this more aggressive schedule which

can be extended as we determine is best as we go throughit.

>> Cole: Mayor, | would also like to point out that the aggressive schedul e includes many of the
items that -- items that are on the extended schedule.

It just doesn't use the same terminology.

For example, financial policies are going to be discussed on april 10 and that would include
everything for discussion on march session 1, the service coverage, cip debt equity and the
reserve funds.

And, aso, the -- in fact, the only thing that | can tell that is potentially not included on the
aggressive schedule are two things, which is the solar and energy efficiency issue and the
disconnection fees and charges.

And | would be perfectly willing to consider adding those'ms to the schedule or additional
meeting if necessary.

we can always modify the schedule.
Thisis atentative plan.

As| said amoment ago, it can be extended, depending on what we learn as we work our way
through this process.

>> Cole: Okay.
so council member martinez?
>> Martinez: | certainly do agree that the work schedules seem to mesh in terms of similar

topics, but they clearly don't mesh in terms of time frame, and, i mean, | just personally feel that
the complexity of these issues and the conversations that are going to need to take place, that the



aggressive schedule is far too aggressive and so -- and the reason | say that is because -- | am not
just saying that because there is another work plan on the table.

Thereis actually going to be aresolution at next week's council meeting that is significant to this
work plan and our staff is drafting that and we will distribute that as soon as it comes out.

Long and short of itis, isit gives direction to staff to implement and interim rate increase
proposal as we move through this work plan and then come back with afinal rate proposal after
we are done with the work plan and all of these issues can be addressed.

So that item will be on next week's council agenda.

It does start out at 3 and a half percent.

wiese, we talked about this.

| still remain open to another number that works better for austin energy, but at the same time
maintains alevel of equity for all of our customers.

| just believe that there is alot more work to be done, and so | won't be able to support this, but
as soon as we get the draft from the printer, we will distribute that as well.

and i would just say, | don't see anything in this motion or proposal that would preclude what
you are discussing, your resolution, which will be presented at subsequent council meeting if that
proves to be the best course of action, then that can be deliberated at that time.

Thisisjust apreliminary schedule and if that resolution were to pass, then obviously it would
give much more flexibility in the schedule to be modified, as| said before.

>> Martinez: | want to make a substitute motion.
>> Mayor leffingwell: Council member martinez.
>> Martinez: Make a substitute motion.

>> Mayor leffingwell: Council member martinez.

>> Martinez: For the extendinged work plan -- for the extended work plan motion by council
member martinez.

Second by council member morrison.
Council member morrison.

>> Morrison: Obviously | am not going going to support the substitute motion and it is
interesting both proposals are very similar.



| agree with council member martinez, that the shortened one, | think it isunrealistic and | think
we need to be realistic about having the time that we need.

For instance, try to lay out in this extended proposal a sort of alogical citizen'slogical
sequenceof steps so we can move through revenue requirements, cost alocation and then rate
design and rate structure.

So another piece of thisthat | think isreally important because there are alot of significant,
complex issues to be dealing with, isto not only -- what this plan also hasisto not only have a
seeis equivalence of discussions through -- to have a sequence of discussions through sessions
but also to take a moment to get preliminary thought and collective action by council so we can
have an iterative approach and see where we are so at the end, we will have a process that leads
us to a better consensus.

| just want to get an example of what are the differences.

For example, on the aggressive proposal, to address during a special called work session which is
also on the same day as our regular work session, not only cost alocation method, consumer
assistance program, schools and worship facilities, although of together, | feel that is going to
give us enough time to delve into the issues that we need to really do that.

And then, as council member martinez mentioned, he and council member tovo and i are
bringing a resolution next week to implement an interim proposal -- an interim increase now so
that we would be able to achieve the goal that we've heard from austin energy, to get something
in place before so, in fact, thiswould -- thiswill -- this process would allow for us to do that.

Whereas if we are not -- if we haven't taken council action until may 24, implementing, asi
understand, 2, 3 months, to implement the rates that we decide, so that will take usto the
beginning of august and as everybody knows n a minute we are going -- in a minute will be
discussing another item, which isthe billing system and we have heard concern about really
trying to implement significant rate design changes at the same time we are trying to solve some
significant problems with our new billing system.

So | think taking the more conservative approach and realistic approach in the schedule will
allow usto achieve many of our goals.

>> Tovo: Mayor.

i would say in response to that, the substitute motion absolutely requires that we take some
interim action and we have not settled on that.

We have not had the legal discussion about it yet.
Whereas the primary motion gives us the flexibility to potentially do an immediate rate increase

followed by a more steady rate increase after alonger process, so it seemsto me that the flexible
approach works best for issues we don't have yet answers to.



Council member tovo.

>> Tovo: | would like to voice my support for the substitute motion and talk just alittle bit about
-- just alittle bit more about it.

And | want to thank mayor pro tem cole for bringing forward her work plan and i do think there
isalot of correspondence in terms of the items.

We have had several discussions -- well, multiple discussions now about the energy rates and i
think there are some very clear issues where we need to make some complex policy decisions
and | want to point out afew differences between the work plans and suggest that regardless of
the time frame tha adopt, that we go with the outline that's before you in the proposed city
council work plan.

Asthe summary in the beginning talks about, the three of us put our heads together and really
tried to come up with, what are all of the issues people have raised, very valid concerns that they
raised about areas that need a policy decision, and we have tried to be as thorough as possible
and as -- and to lay these out in aslogical progression as possible.

My concern about the main -- the work plan in the main motion is that not only isit aggressive
schedule but, again, | would like to put aside the time frame for a moment.

We are a'so mixing up the three key areas.

We have, as have been stated, to make some choices, regarding some policy decisions regarding
revenue requirement, regarding cost of service, regarding rate design.

On march 6, for example, you will see cost allocation method, well, that's one big decision area.
The customer assistance program is a revenue requirement issue.
Schools and worship facilities gets into rate design.

We are touching an all three of those main components in one session and that's going to be
tricky.

The next one, out of city customers, rate design, april 10, back to revenue requirement, financial
policies and general fund transfer.

April 25, back to rate design.
Next one, back to revenue requirements.

And | appreciate so much the work that has gone into this.



| think that it is-- it does lay out some key topics we need to talk about but thisis one
complicated body of decision making and i don't think we are doing ourselves any favorsif we
are not talking about them in categorieses, and so just to walk you through t work plan alittle bit,
not to belabor the subject, but we have laid out all of the labor requirement issues that comeohe
surface as areas that require it, debt service, general fund transfer, additional transfers, solar and
efficiency goals and that may have impact on the revenue requirement, customer assistance
program goals, we have had done some talking about this and i understand that it needs some
revision.

| am certainly really supportive of that but was need to know what is our policy decision with
regarding the customer assistance program because that will factor into the revenue requirement.

And then as council member morrison said, there is an opportunity there to take some
preliminary action.

So before we move on to the next body of discussion, the next body of decision making, we have
an opportunity to really make some preliminary decisions about those issues while they are il
fresh in our head and we have a good grasp of the material.

And then moving on to some additional revenue requirement issues and then we are moving on
to cost of service, so we have done really hard work, thinking about the revenue requirement,
about the -- all of theindividual issue that is play into that revenue requirement, and then we
move on to cost allocation method and we are giving it the attention it deserves which isone
whole session and we had asked -- we had put it on the work session afew times ago and we
ended up with ten minutes.

Thisis onereally complicated area and we need to make sure we have the time and, again, | am
open to reconsidering the time frame t laid out here.

| think these are very these are weighty issues and we have other issues for the next months
ahead.

Thisisarealistic schedule, | don't think it needs to be more aggressive, but again, | don't think it
needs to be more aggressive because it's paired with almost immediate interim rate increase that
will be able to generate revenue for austin energy in those summer months where they have
indicated isagoal.

But, again, | am open to time frame but | would really, really urge you to look carefully at the
schedule and think about what makes sense in terms of orderly progression of decision making.

| am happy to answer gquestions.
Maybe we can have a discussion about the topics.

| don't see anything on the main motion work plan that is not included in the substitute motion,
but I do think the progression hereis going to be alittle bit easier for those of uswho are



nonexpertsin these issues, and | also think it's going to make sure that we are not missing some
ski aress.

>> Cole: Mayor, | have acouple of questions for council member tovo.
>> Tovo: Any of us, really, it was a collaborative effort.
>> Mayor leffingwell: cole.

>> Cole: When you say you don't have strong feelings about the timetable, you just care that the
issues are laid out in this manner, is that right.

>> Tovo: | will just speak for myself, not the other council members who helped craft this.
| am certainly open to rethinking the time frame.
| think that the time frame we have come up with isreally very prudent for avariety of reasons.

Oneit is going to take us this amount of time, i think, to work through these issues or at least this
number of meetings, but if we want to try to knock it out on a more aggressive timetable, | would
be open to that option.

>> Cole: Let me ask you, then, | did understand you and | appreciate that.

Then the second question is, the item that | don't see on this schedule has to do with the out of
city customers, and | specifically made that a special item because i thought that we needed to
actually have testimony and go see them?

>> Tovo: Well, that is on session 8 in the rate design section and | agree that it isimportant that
we have afull discussion about that and that we make sure we have lots of input.

Right now it is under consideration of rates for specific types of customers, faith communities,
school districts, out of city ratepayers and industrial users.

If it seems to make sense to break those -- and | see council member spelman frowning, if it
makes sense to break those down into afew sessions, absolutely, but | think they all fall into
category of rate design, number one and consideration of -- and they are specific types of
customers that have specific needs within the rate proposal, so | am certainly happy to break
them down into multiple sessions.

>> Cole: My point, is simply we have alarge issue with the out of city cases -- ratepayers and |
know it will take considerable time to go through that and to actually visit with them about that
and so -- and we have done a lot of talking with some others and we haven't done any with that.

>> Tovo: A full session is something | would support.



>> Cole: That isthe big difference | see.

>> Tovo: Again, that is one reason | am open to other timetables but | do think it will take us
some months to work through this.

And | just want to make a couple of other comments.

Again, that's my rationale for the more complete work plan -- the longer w plan, longer in terms
of detailed and longer in terms of time frame.

And I think, too, that thiswill give, coupled with an interim rate increase, i think that thisreally
will give confidence to austin energy, to the staff, to the community, we are -- and to our bond
rating agencies that we are moving throughn thisin an orderly, logical fashion that, we are
progressing.

We are not -- thisis not just endless process but we are progressing to final goal of adopting a
final, formal rate proposal, and that we are doing it in the fiscally responsible manner that our
constituents expect of us because we are -- you know, that is our job as council members, and so,
you know, with that | think i will -- I will wrap up, but | do think this kind of deliberation is
going to be necessary.

city manager?

>> Thank you, mayor.

And we continue to appreciate council's thoughtful deliberation with regard to this matter.

This very important matter.

In light of the motion and the item that's before you now, that you are considering, | just want to
note that the direction here that speaks to three and a half percent across all customer classes will

have some implications for austin energy's current budget.

Obvioudly their budget was based upon the recommendation that was originally offered in regard
to arate increase.

Thiswould be a substantial change, not that you can't do this, of course, but it would be a
substantial change and | suspect, wiese is there, that it would entail making some changes
operationally.

>> Well, | think that's right.

We would have to go back and -- and -- we have not run any numbers through the system of
what -- of any scenario -- short-term scenario so we would have to go back and do that.

| suspect it would have budget implications for thisfiscal year, yes.



>> Mayor leffingwell: Council member morrison.

>> Morrison: | guess | am alittle bit confused because are you saying that the current budget
year is based on implementing rates that were not even presented to council until this december?

So in object we approved a budget based on something we hadn't seen?

>> No, we have -- in our rate proposal, there is a schedule that shows when the revenue comes
in, and we have it coming in severa years.

It doesn't comein all at once.
It comesin asthe bills go in and we have that in our presentation.

We could bring it up, if you need to, but it isin the documents that we have shown you before so

>> Morrison: The confusion that | heard, the budget we are using right now.
>> Right.

The budget.

>> Morrison: Based on rates --

>> the budget we are on right now, which includes planning which goes over several yearses,
contemplates additional revenue kicking into gear thisyear.

WEéll, it goesinto the next fiscal year.

It goesinto the next fiscal year, so it isn't tied into fiscal years into specific budgets but washing
through 3 and a half percent into what it has for the budget for next year, | don't know what the
implications are, but | can tell you there will be impacts, yes, absolutely.

>> Morrison: To be clear, it won't impact there fiscal year's bucket?

-- this year's budget?

>> This one we are on right now, no.

>> Okay.

| see.

Thank you.



>> Mayor leffingwell: Martinez.

>> Martinez: The other point | would like to make in regards to the comment that was just made
isthat regardless of what we do, if we don't accept your proposal, you are going to have to make
adjustments.

City manager.

Y ou acknowledged that yesterday in the meeting with myself that adjustments will be necessary,
so whether we adopt this work plan or the aggressive work plan or your rate proposal, which
won't be ready in time, there is to have to be adjustments somewhere along the way this year.
Isthat correct or not?

>>Yes.

>> Martinez: And so, mayor, | think you made a point that -- it was a very good point.

Anywherein thiswork plan, | would be open to -- where there is a specific statement of action, |
would be open to adding some language that posesit as potential action.

Obvioudly, this council can post anything 72 hours -- with 72 hours' notice and take action on
anything.

What really it shouldn't necessarily connotate a definitive action taking place at section four.
It's just potential action at that point and we didn't have that in the language and | am more than
happy to put the word potential in front of all of the action statements so it is fluid and dynamic
and not necessarily set in stone, that if we adopt this substitute motion, that it contemplates and
mandates an action by the council.

>> Tovo: Mayor.

mayor pro tem.

WEell, let's go back, council member morrison accepts the friendly amendment, is that what it
was, council member martinez.

Okay, mayor pro tem.
>> Spelman: We are frequently mistaken.
>> Mayor leffingwell: Council member morrison.

Yes, sorry.



>> Spelman: Who had the floor, mayor?

you do.

>> Spelman: Thank you.

How | feel about either of these two motions depends on large part on two things.

One of them, what is the interim tariff that we would be able to charge relatively soon to cover
the period, however long it isfor usto discuss what the permanent tariff ought to look like?

And the second oneis, what are the implications for a appeal of that temporary tariff?

Isit likely that somebody would appeal that, and if appealed, isit likely that would stay
consideration of that appeal, or whether they actualy take it up?

It seems to me the second issue in particular isalegal question which | would like to have the
advice of the attorney on.

He suggested we ought do that in the beginning of executive session.

| think it would be good idea to have as much of this being out in the open as possible.

| think some of this stuff is probably proprietary, but some of this stuff amost certainly ought to
be done in public and it seems to me the easiest way to do that would be to hear from our
attorneysin private first and then transfer to public realm much as this as we possibly can while
maintaining our proprietary position.

[One moment, please, for change in captioners]

>> Mayor Leffingwell: Counselor morrison.

>> Morrison: The resolution counselmember martinez said we were posted next week called for
doing arate design and review on a 2011 test year.

| understand the point the work plan seriously suggests an interim rate, which is originaly why
we put the resolution together about an interim rate with this work plan as an attachment so they
could be considered in tandem.

But since it was open the agenda for today, we ended up investigate do that.

>> Cole: Let me ask some questions --

>> to be clear, thisis not part of the resolution passed out.



>> Morrison: | agree with the sentiment council member tovo mentioned that the flow of the
item is significant here -- and then just lastly, one other item.

And | understand | really appreciate your suggestion that the out-of-city resident discussion
should take place out of the city limits, and | think that adjusting session 8 so that it actually can
be focused on out-of-city is very important, but it's also very important that it follow our
discussion of the transfers, because we want to make sure we understand the transfers before we
go talk with --

>> Mayor Leffingwell: Before we get too far afield, council member spelman made a suggestion
that we go into recess and potentially go into specific session alittle later.

Let's go ahead and if there's no objection, well go into recess for 15 minutes, see if we can make
contact with the outside attorney so that we can go into executive session.

All right.

So if there's no objection to that, we're in recess for -- council member morrison.
>> Morrison: | just wanted to hear what mayor pro tem had to say.

>> Mayor Leffingwell: All right, mayor pro tem.

>> Cole: Oh, | know.

It was about the fact that we directed the auditor to do the assessment.

We are looking at the revenue requirement issues before he does and that's what | wanted you to
think about.

>> Morrison: | think it would make sense to add the auditor report at session 5 which would line
up with the timeline that heis on.

>> Cole: But you would want to do session 1 without his report?

>> Morrison: Well, we've already heard his report on the first three itemsin session 1.
>> Cole: | was hearing council tovo say they were related.

>> Mayor Leffingwell: With that objection, we'rein recess for 10 minutes.

[ Recess |

>> Mayor Leffingwell: We are out of recess.



Without objection, the city council is going to close session to take up two items 071 of the
government code, the council will consult with legal council regarding items | related to legal
issues of austin energy and legal issues related to work session schedule to consider austin
energy rates.

Is there any objection to going into executive session?

Hearing none, the council will go into executive session.

[ Executive session ]

>> Mayor Leffingwell: We're out of executive session.

In executive session, we discussed items number one and two.

No action was taken.

So we are on agreement item number two, | believe.

-- Agenda item number two, i believe.

And we have amain motion on the table.

And a substitute motion on the table.

And we're discussing the substitute motion.

Councilmember spelman?

>> Spelman: As -- asthose of us on the dias will recall, i asked our counsel who were discussing
executive session whether or not we could discuss all or part of what was discussed in the
executive session in open session.

And our council concluded that it would be okay to discuss al of that stuff.

If the council will come forward, we have a couple of questions and | suspect the rest of usdo
too.

>> Afternoon mayor, councilmembers.
Thomas burkado.

>> Spelman: The specific questions | had that triggered the executive session came out early in
our discussion.

Let me ask you to seeif the answer ison thetable.



If we were to pass an interim rate and go through the procedures which we've been discussing
here on the dias this morning leading to afinal rate which would be adopted sometime later, say
in september or, i believe, the resolution that was distributed at some point, at no point any later
than june 1, 2013.

But at some point later, would that interim surcharge or whether it'sjust afirst cut, whatever it
was, would that temporary change in rates be appealable to the puc?

>> Under the public utility regulatory act, any action that you al take that affects rates may be
appealed by outside city customers to the public utility commission.

So the direct answer to the questionis, yes.

However, if it was made clear that you all were implementing this interim decision and we're
going to continue to look at these issues in some formal process, perhaps al on the line from
what you all discussed today, | would hope that there would be an opportunity to forestall any
talk of an appeal or at |east stay that appeal once it got to the public utility commission.

>> And stays of appeals, isit true that stays of appeals have been granted by the puc in roughly
similar circumstances in the past?

>> There hasn't been amunicipal utility case for the puc since 1991 as | indicated to you all.
So we don't have alot of examples with any case.

But there's been numerous instances of matters that were for the commission that were stayed
while elements of that matter were being discussed in a different forum.

S0, yes.

That's something that the commission is familiar with.
We see what happens.

>> The commission not in the mou.

| haven't seen an mou since '91.

>> Right.

And there's matters before the courts as well as the puc and there's been a stay while the court
makes its decision.

Once they do, it comes back to the commission or on matters that have federal jurisdiction and
it's before the federal entity that the commission will stay its proceeding while they get a
decision from the ferc or whatever it is.



>> Spelman: | presume